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Introduction

Howard County and the Horizon Foundation have taken the important step of identifying a food hub as a
critical element for growing the local economy, creating jobs, and contributing toward regional vitality.
They engaged American Communities Trust (ACT) in December 2013 for a 12-month project to assist the
County in planning and launching a mobile market and a food hub. The project scope was developed to
see the mobile market through its launch, and the food hub into the early stages of predevelopment. ACT
and its staff have significant experience planning and developing food economy projects in several U.S.
cities including Philadelphia, Baltimore, Cincinnati, Detroit, Louisville, St. Louis, and Winston-Salem.

To-date, the mobile market portion of the project is complete. The Roving Radish is a groundbreaking
model that we anticipate groups in other geographies will look to replicate. The ability to address hunger
and successfully connect with people in need, while sourcing regionally and facilitating a workforce-
training program makes the Roving Radish a unique and multifaceted initiative.

Now, this report focuses on the food hub project, providing background information, analytics, and
recommendations so that the County can make an informed decision about the next steps forward. In
Maryland there are currently no regional aggregators/distributors of primarily regionally sourced food or
kitchen incubators—indicating a critical gap in the state’s food system. The Howard County food hub
initiative has the promise of significant economic development impacts. Howard County should be
commended for taking this proactive role in investing in its local food infrastructure.

The Opportunity

Over the past two decades, the U.S. has seen a major increase in interest and sales of locally sourced
foods. While the definition of local varies widely, the interest in regional or seasonal products has
resulted in an increase in farms’ percentage of direct-to-consumer sales, increases in the number of
farmer markets, and major supermarket chains significantly increasing their selection of local foods.
According to USDA our nation’s infrastructure is inadequate to sustain this demand for local food.! As
such, across the country, projects called food hubs have been built to address important sectors of the
local food economy.

One major component of many food hubs is the function of aggregating and distributing local product—
allowing regional farmers to increase their market opportunities and get a better price for their product
than traditional broadline distributors typically offer. Another key function of food hubs is to provide
infrastructure for value-added production through kitchen incubators—with commercial kitchens,
processing and packaging equipment, and storage, for farmers and entrepreneurs to create viable small-
scale businesses for prepared packaged food products.

Unfortunately, to-date there are zero food distributors in Maryland that specialize in regionally-sourced,
sustainably grown product. There are also zero kitchen incubators. These factors pose a problem in that
the state lacks the infrastructure to grow its local food economy. However, this challenge also presents
the opportunity to see significant growth in the food sector by investing in this important infrastructure.
Howard County is well positioned in Central Maryland to provide this infrastructure.
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Background Information

This study focuses on Howard County, which lies within the region of Central Maryland. The following
section outlines pertinent background information relating to general demographics, employment,
income and poverty, farmland, food businesses, population health, and food access.

Central Maryland

Central Maryland is the region that comprises Anne Arundel County, Baltimore City, Baltimore County,
Carroll County, Harford County, and Howard County. The region is 2,230 square miles in size, with a
total population of 2,722,221. Central Maryland has a poverty rate of 9%, unemployment rate of 7.8%,
and high school graduation rate of 90%, with 37% of the population holding a bachelor’s degree or
higher. All of these figures are better than both the average for Maryland and the national average,
except for unemployment, which is higher than both the Maryland state average and national average
(note: Baltimore City has a 14.3% unemployment rate, but no other county in Central MD has a rate
above 8%). The racial makeup of Central MD is 69% White, 25% Black/African-American, 6% Asian, and
5% Hispanic/Latino.?

Central Maryland has 365,351 acres of land zoned for agricultural use; of that, 36,178 acres are located in
Howard County. The region has 1,178 grocery stores (includes corner stores, small grocery stores, and
supermarkets) and 63% of the population lives within one mile of a grocery store. The region has 345,230
food-insecure individuals (13% of the total population). There are 113 Census tracts (about 11% of the
total 984 tracts in Central MD) that are low-income and have low vehicle access—a key determinant used
to assess food insecurity; however, it is noteworthy that 73 of those tracts are in Baltimore City and 26
are in Baltimore County. Removing Baltimore City and County only 4% of Census tracts in Central
Maryland meet these criteria.’

The largest industries in Central Maryland are trade, transportation and utilities; education and health
services; and professional and business services. Below are the top industries in Central Maryland by
county and the largest employers in Central Maryland by county:

County #1 Industry #2 Industry #3 Industry

Anne Arundel County Trade, transportation and utilities Professional and business services Leisure and hospitality

Baltimore City

Education and health services

Professional and business services

Trade, transportation and utilities

Baltimore County

Education and health services

Trade, transportation and utilities

Professional and business services

Carroll County

Trade, transportation and utilities

Education and health services

Local government

Harford County

Trade, transportation and utilities

Federal government

Education and health services

Howard County

Professional and business services

Trade, transportation and utilities

Education and health services

Source: Maryland Department of Business and Economic Development

Total
County #1 Employer #2 Employer #3 Employer #4 Employer #5 Employer Employees
Anne Arundel Northrop Anne Arundel Maryland Live!
County Ft. Meade Grumman Southwest Airlines | Health System Casino 65,232
Johns Hopkins University of **University
Johns Hopkins Hosp/Health Maryland Med. System of MedStar
Baltimore City | University Syst. Syst. Maryland Health 65,855
MedStar Franklin
Baltimore U.S Social Univ System of Square Medical Walmart/Sam’
County Security Admin Maryland* GBMC Health Care | Center s Club 30,511
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Carroll Hospital Jos.A.Bank Penguin Random Carroll Community

Carroll County | Center Clothiers House college EMA 4,675

Upper Rite Aid Mid- Harford

Harford Aberdeen Proving | Chesapeake Atlantic Cust. Community

County Ground Health Support Cntr. Kohl's College 22,681
Johns Hopkins Howard

Howard Applied Physics Lorien Helath Howard County Community

County Lab. Verizon Wireless | Systems General Hospital College 12,099

*Includes Towson Univ. and UMBC, **Includes UMB, UB and Coppin State
Source: Maryland Department of Business and Economic Development

Central Maryland has a robust and multimodal transportation network. Highways include 1-70, 1-95, U.S.
1, U.S. 29, US 40, MD 32, MD 100 and MD 175. CSX operates freight railway through the region. The
region includes the Port of Baltimore (16th busiest port in the U.S.) with 42,102,106 short tons of total
trade volume in 2012. The region also contains BWI Airport, which has about 10 cargo flights per day.
The region contains 92 local and long-distance logistics companies.

Howard County-Key Indicators

Howard County boasts a thriving and vibrant economy, and is one of Maryland’s fastest growing
counties. Within a four-year span (2010-2014), Howard County’s population increased by 7.12% to
307,530. As of 2014, the city of Columbia accounts for 34 % of the total Howard County population, or an
estimated 104,560 persons. Ellicott City, with an estimated 2014 population of 83,033, accounts for 27 %
of the county population. Elkridge (43,054) and Southeast (52,280) account for about 14 % and 17 %,
respectively. The remaining eight percent of the Howard County population resides in the Rural West
portion of the county.*

Howard County is recognized for its affluence, quality of life, and excellent schools. Howard County had
the second-highest median household income of any U.S. county in 2013, at $106,159. Median household
income for African-Americans and Hispanics is less than that for Caucasian/White and Asian.
Approximately 3.15%, (2,577) of families in Howard County, are below the 100%, of Federal Poverty Level
and 2.60% (2,124) of those families reported having children.’

Caucasian/White makes up 59.96%, of the population, African American/Black 18.51%, Hispanic/Latino
6.58%, and Asian alone 15.14%. In comparison to the 2010 Census data, there has been a slight decrease
in the Caucasian/White and Asian population. There has been a significant increase in the age of
residents that are African American/Black and Hispanic/Latino.é

Howard County has an unemployment rate of 5.2%, the lowest unemployment rate in Maryland. The rate
of residents employed is 91.6%. Private for-profit wage and salary workers make up 73% of the employed
residents. Howard County’s future job growth over the next ten years is predicted to be 37.50%.7

About 95.1% of Howard County residents over the age of 25 have completed high school. And about six
in ten 59.5%, of that same population group have received a bachelor’s or higher degree.®

The Current Population Survey (CPS) reported 92.3 % of residents have access to a vehicle for
transportation. The survey also indicated that 3.7 %, of residents do not have access a vehicle and have
limited access to public transportation.’
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In 2012, John Hopkins University conducted a comprehensive survey to examine the health and health
needs of Howard County Residents. The Health Assessment Survey reported that 64.9 of residents live
more than half a mile from a grocery store and all residents live within three miles of a grocery store. The
survey reported 54% of those earning less than $50,000 are getting less than one serving of fruit daily
and 39% are eating less than one serving of vegetables daily. African Americans, Asians, and Native
Americans are more likely to report eating less than one serving of fruit and vegetables daily.!°

Howard County’s mortality rate per 100,000 populations is 631.4, ranking 23" in the country. The rate of
obesity is 18.8% (lower than the national average). The Howard County Health Department reported the
highest rate of obesity in the county is in the southern area of the county Laurel and Elkridge, where 60%
of residents in both cities are considered obese. West Howard County comes in second with a 51%,
obesity rate.11 African American/Black residents reported having the highest rates of obesity in the
county at 70%; Native American was second with a rate of 62%, followed by Caucasian/White at 55%,
Asian 45%, and Hispanic/Latino last with an obesity rate of 39%.!2

Food System Analysis

Market Analysis
The intention of the market analysis section is to provide data to support the development of a regional
food hub. Market analysis was carried out with a combination of quantitative data and primary research.

Overview

The overall food economy in Howard County is roughly a $1.9 billion per year industry, factoring in sales
volumes from Food Production, Food Manufacturing and Processing, Food Distribution, Food Retail, and
Restaurants. In those categories there are 765 total businesses, with 19,174 employees, representing
$563,424,000 in labor income. The largest of these categories is food distributors, followed by food retail.
The average wage in the food industry in Howard County is $37,687, but there is significant variation
within the categories, ranging from $16,730 in the restaurant industry to $56,870 in food manufacturing
and processing. Overall the food industry in Howard County has seen 14% increase in number of
businesses between 2007-2012.%

Industry Sales Volume
Food Production $163,407,000
Food Manufacturing and Processing $124,076,000
Food Distribution $679,927,000
Food Retail $547,083,000
Restaurants $389,763,000

Source: ESRI Business Analyst 2014

Firms by employment size

Number of employees | 1-4 5-9 10-19 20+

% of firms 33% 18% 17% 32%
Source: County Business Patterns 2007, 2012
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Farm Economy

According to the Maryland Department of Planning, the County has 36,178 acres of land zoned for
farming, and 21,650 acres of land preserved as farmland. According to the 2012 USDA Census of
Agriculture, the average farm size in Howard County is 128 acres. Within the food production industry,
the average annual wage for employees was $34,072 in 2012, a 5% decrease in wages since 2007. Overall
sales volume for the food production industry in 2014 was $163,407,000.

According to the 2012 USDA Census of Agriculture, there are 293 farms in Howard County. However,
many of these do not produce food, rather they produce turf, hay/straw, plants for garden centers,
Christmas trees, and pick-your-own; or breed horses, are non-production ranches, are agritourism farms,
or are equine facilities. Other facilities that process (but do not produce) dairy or food crops may be
mistakenly classified as a farm.'?

More helpful perhaps may be to determine the number of farms that grow food. According to Esri US
Business Locations, 32 businesses in Howard County are classified under NAICS Code 112 (vegetable and
melon farming). Independently the consultant identified 27 farms in Howard County grow produce or
raise proteins for wholesale.

These 27 food-producing farms grow at least 37 food products, with the most popular being tomatoes
(22%); beef, sweet corn, broccoli (each 19%); pork, eggs, squash, grapes (each 15%); lamb, chicken, green
beans, collards, apples, blackberries, blueberries, cauliflower, zucchini, and onions (each 11%). Farms
report selling their product at the following venues: farmers market (19%), farm stand (19%), to
restaurants (15%), online (7%), and pick-your-own (4%). One farm reported that they sell to Sysco.
Another farm reported supplementing their fresh product with value-added product, including salsa, hot
sauce, and marinara sauce. Information on quantity of product sold was not easily attainable from the
farmers surveyed.!¢

Food Distributors

In 2012 there were 94 companies in Howard County classified as food distributors, based on their NAICS
code. These businesses have a combined annual sales volume of $679,927,069, and employ a total of
4,145 individuals. Of those businesses, 35 are in Jessup, 23 are in Columbia, and 18 are in Ellicott City.
The sector saw a 13% increase between 2007 and 2012 in number of businesses, a 4% increase during that
period in number of employees, and a 20% increase in employee wages. About 44% of distribution firms
have more than 20 employees. The average wage for employees in distribution in 2012 was $54,610."
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The largest employers in the food distribution industry in Howard County are:

Business Name Address City Number of Employees Sales Volume
Coastal Sunbelt-Produce 8704 Bollman PI Savage 950 $250,000,000*
Sysco 8000 Dorsey Run Rd Jessup 695 $62,300,000
Lancaster Foods, Llc 7700 Conowingo Ave Jessup 280 $62,000,000

G. Cefalu/Capital Seaboard 8005 Rappahannock Avenue | Jessup 172%* $41,650,000%**
Rhee Bros., Inc. 7461 Coca Cola Dr Hanover 162 $67,200,000
Eastland Food Corporation 8305 Stayton Dr Ste C Jessup 120 $16,300,000
Cooseman’s Worldwide Inc. 7460 Conowingo Ave # 107 Jessup 110 $15,300,000

Source: Esri Business Analyst 2014; *Coastal Sunbelt’s sales volume was incorrect in Esri, and the correct figure here was verified
by Jason Lambros, VP of Purchasing; **number of employees for G. Cefalu/Capital Seaboard was provided by the client and is not
verified by third-party data; ***Combined sales volume for G. Cefalu and Capital Seaboard.

Below are facility sizes for several of the distributors listed above:!®
¢ Coastal Sunbelt: 165,000 sf (new facility will be 240,000 sf)
e Sysco: 400,000 sf
¢ Lancaster Foods LLC: 120,000 sf
¢ Rhee Bros., Inc.: 230,000 sf

Regarding local sourcing and sales, below are select data points from phone interviews with several of
the largest distributors:*

Coastal Sunbelt Produce
* Distributes about 300 million pounds of locally sourced produce per year (local is defined as
grown in Maryland)
* Major customers are Baltimore County School System, University of Maryland, other schools
systems in Maryland, and other distributors
e Sells to Howard County General hospital, and numerous restaurants in Howard County

Sysco (Howard County facility)
* Major customers are restaurants, hotels, and hospital systems
*  Customers in Howard County include Shanty Grille and Union Jacks Pub

Rhee Bros. Inc
e Distributor of Asian specialty product
* Major customers are Assi Plaza International Food Stores and Lotte Plaza Asian International
Market
e Main customer in Howard County is Lotte Plaza Asian International Market

Food Retail

There are between 133 and 154 retail food businesses in Howard County. These businesses represent
$547 million in annual sales (by volume) and 3,324 employees. On average, retail establishments hire 25
employees per firm, who average wages of $26,150 per year. Of the food retail businesses in Howard
County, 28% are in Ellicott City, 27% are in Columbia, 11% are in Elkridge, and 7% are in Laurel.?
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The largest employers in Howard County food retail are:

Business Name Address City Number of Employees Sales Volume
Wegmans Food Markets 8855 McGaw Rd Columbia 2717 $58,769,206
Safeway Multiple locations Columbia, Ellicott City 210 $123,235,959
Harris Teeter, Inc. Multiple Locations | Ellicott City, Fulton 205 $25,963,641
Columbia, Ellicott City,
Giant of Maryland Llc Multiple Locations | Clarksville, Elkridge 188* $130,083,000*
Weis Markets Multiple Locations | Woodstock, Laurel 175 $30,721,722
Food Lion Multiple Locations | Columbia, Woodbine 107 $3,898,626

Source: Esri Business Analyst 2014; *Source: Economic Modeling Specialists Inc. (EMSI).

Below are the major categories of Howard County food retail businesses (excluding liquor stores):2!

. Convenience store: 49
*  Baked goods: 18

*  Major supermarket chains: 18
. General grocery: 12

. Ethnic market: 11

. Coffee shop: 9

. Specialty food: 9

. Candy & chocolate: 7
. Meat/butcher: 6

. Seafood: 6

. Deli: 5

. Regional/independent supermarket: 3

. Produce: 3
. Natural/organic: 2
. Cheese: 1

According to the Howard County Health Department there are currently 44 food trucks operating in

Howard County.

Restaurants

There are between 474 and 508 restaurants in Howard County. The number of restaurants saw a 5%

increase between 2012 and 2007. These restaurants totaled $389,763,000 in sales in 2014. In 2012
restaurants employed 10,235 employees, an 8% change over 2007. Restaurants in Howard County

average 20.15 employees per firm, and the average annual employee income is $16,733.%

The largest restaurant employers in the county are:

Business Name Address City Number of Employees | Sales Volume
The Cheesecake Factory Restaurants Inc 10300 Little Patuxent Pkw Columbia 232 $8,494,159
Bertucci's 9081 Snowden River Pkwy Columbia 120 $5,374,820
Champps Operating Corporation 10300 Little Patuxent Pkw Columbia 103 $648,345
Clyde's of Columbia 10221 Wincopin Cir G10 Columbia 100 $3,100,000
Outback Steakhouse 4420 Long Gate Pkwy Ellicott City 100 $4,735,129

Source: Esri Business Analyst 2014

Regional Food Hub Study 13




Of the total number of restaurants, 33% are national or regional chains and 22% are fast food. The
following shows the breakdown of restaurants by category:%

. Fast food: 22% . Café: 8% . Middle Eastern: 2%
. Asian/Indian: 15% . Pizza/Italian: 8% . Diner: 1%

. Casual dining: 13% . Mexican: 4% . Dessert/yogurt: 1%
. Deli/subs: 11% . Fine dining: 3%

. Bar/pub: 8% . Barbecue: 3%

Below are select data points from restaurants related to local sourcing:?*

AIDA Bistro
e Buys local produce
e Sources from Larriland Farms, Sharp Farm, Clark’s Elioak Farm, Love Dove Farm, Zahradka Farm

Iron Bridge Wine Co.
* Buys local produce, beef and chicken
e Sources from Clark’s Farm, Braveheart farms, Valley Haven
*  Goal of 50% of product sourced locally

The King’s Contrivance
e Buys local produce
e Sources from Gorman Farms

Kelsey’s Restaurant and Catering
* Buys local produce, beef and chicken
e Sources from Trueths Meats, Harbor Farms

Tersiguel's French Country Restaurant
e Uses local produce from their own farm

Elkridge Furnace Inn
e Buys local produce
* Sources from Myrtle Woods

Eggspectation
* Not currently sourcing locally, but interested

The Melting Pot
* Sourced locally in the past but not currently

Union Jack’s British Pub
* Sourced locally in the past but not currently. Quantity was an impediment to local purchasing.
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Food Manufacturing and Processing

There are 20 food manufacturing and processing businesses in Howard County, with a total of 1,263
employees in 2012, and total sales volume in 2014 of $124,076,000. The average number of employees
per firm in 2012 was 63.15 and the average annual income of employees in the industry is $56,870. The
number of food manufacturing and processing businesses declined by 9% between 2007 and 2012.%

The largest employers in the Howard County food manufacturing and processing and industry are:

Business Name Address City Number of Employees | Sales Volume
Nestle Dreyer's Ice Cream Company 9090 Whiskey Bottom Rd Laurel 735 $26,570,680
Elite Spice, Inc. 7151 Montevideo Rd Jessup 290 $35,300,000
Taylor Farms 9055 Junction Dr Annapolis Junction 175 $14,300,000
The Coca-Cola Company 7448 Candlewood Road Hanover 112 $111,226,188
Maier's Bakery 7111 Dorsey Run Rd # 100 Elkridge 75 $21,942,830

Source: Esri Business Analyst 2014

Industry Trends

National industry trends point to a significant increase in local food sales, though local food still makes
up a small percentage of overall agricultural product sales in America. A number of studies show that the
demand for local/regional food has increased significantly over the past two decades. According to a
USDA study, “Between 1992 and 2007, the number of farmers participating in direct-to-consumer sales
increased by 58 percent to 136,000, and the constant dollar value of direct sales increased by 215 percent
to $1.2 billion.” The report also states: “Marketing of local foods, via both direct-to-consumer and
intermediated channels, grossed $4.8 billion in 2008.”% Between 1994 and 2013 the number of farmers
markets in the U.S. increased fourfold from 1,755 to 8,144.%” In 2014, over 87% of grocery store
consumers considered availability of locally sourced product as “very/somewhat important,” up from
79% in 2009.%

It is difficult to gauge the national unmet demand for local food. However, tools and studies exist for
measuring unmet demand on a state level. According to the New Venture Advisors Market Sizer, the
unmet demand for local food in Maryland is as follows:

Dairy

Meat

Poultry & Eggs

Fruits & Veggies

Local Quotient

53%

12%

267%

14%

Local Food Demand

$ 668,656,203

$ 910,079,093

$ 368,408,771

$1,088,847,993

Local Food Supply

$ 357,090,540

$ 109,096,896

$ 984,715,820

$ 151,274,101

Unmet Market for Local Food |$ 311,565,663 $ 800,982,197 N.A. $ 937,573,892

Nationally, distributors, farmers and buyers have reacted to these trends in meaningful ways. A number
of distributors now exist who specialize in regionally sourced product (or who at least source identify
regional product). According to the 2013 National Food Hub Survey, there are 87 food hubs in the U.S.
and nearly one third started operations in the last two years. A 2011 USDA report on retail trends
explains “Rising consumer interest in knowing where food is produced has sparked increases in
purchases of locally grown food. Supermarkets have responded by emphasizing local ... Safeway, Kroger,

Regional Food Hub Study 15



Food Lion, and H-E-B Grocery Company are some of the largest supermarket chains that promote a
variety of locally grown or produced foods.”?

A number of sources discuss the potential economic impacts of localizing food systems. A report by
Stephan Goetz, professor at Penn State’s College of Agricultural Sciences found a correlation between
increase in farm sales and overall increases in personal income within geographic regions.*® A USDA
report cites economic impact of local food sales by way of import substitution.’! A standard method for
calculating the economic benefits of increasing the local share of a geography’s local food system is
based on a 25% or 30% shift multiplier.3

Competitive Landscape

Across the country, governments, nonprofits, and private businesses are focusing on strategies to
strengthen regional food economies. Two of the most prevalent types of initiatives to do this are food
hubs and kitchen incubators (sometimes food hubs include kitchen incubators).

Food Hubs

According to the National Good Food Network a “regional food hub is a business or organization that
actively manages the aggregation, distribution, and marketing of source-identified food products
primarily from local and regional producers to strengthen their ability to satisfy wholesale, retail and
industrial demand.” According to National Good Food Network there are 87 food hubs in the U.S.

Southern Maryland Agricultural Development Commission came out with a briefing paper in September
2014 listing the existing and emerging food hubs in Maryland.*® The existing entities that can be defined
as food hubs in Maryland are:

*  Washington's Green Grocer (Capital Heights)

e Maryland Farm to Table Produce (Baltimore)

e Friends and Farms (Columbia)

*  Hometown Harvest (Frederick)
. Garrett Growers Cooperative, Inc. (Oakland)

The definition of food hubs leaves room for great variation of the type and scale of business. The most
robust kind of food hub includes the aggregation and distribution of regionally sourced food. Maryland
has a number of food distributors, especially clustered in Jessup, MD. However, none of them are
exclusively focused on regionally sourced product. There are four distributors that do specialize in

regional product that serve and sell product in Maryland, but are not based in Maryland:
. Common Market (Philadelphia)
e Lancaster Farm Fresh Cooperative (Leola, PA)
. Tuscarora Organic Growers Cooperative (Hustontown, PA)
e Relay Foods (Charlottesville, VA)

There are three other Maryland food hub initiatives in the development stages:

. Baltimore Food Hub: Planned 3.5-acre campus of facilities, services, and programs focused on enhancing Baltimore’s
local food economy. The Hub will include a kitchen incubator, workforce facilities, cold storage for aggregating local
product, shared office space, urban agriculture, and community gardens.

. Eastern Shore Food Hub: Located in Easton, the food hub will aggregate, process, package, market and distribute
sustainably produced foods within a food-shed of 150-200 miles.

*  Hub and Spoke (Southern Maryland Food Hub): A collaboration between Southern Maryland Agricultural
Development Commission and Farming 4 Hunger, focused on collecting surplus farm produce and distributing it to food
pantries and other distribution sites.
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Kitchen Incubators

A kitchen incubator is a shared-use commercial kitchen that culinary entrepreneurs can rent in order to
commercially produce and package food products. There are at least 135 kitchen incubators in the U.S.
The need for a kitchen incubator stems from the fact that in many places it is illegal to run a food
business out of a home kitchen. In many jurisdictions food products may only be prepared for wholesale
or retail in a commercial kitchen that is licensed by the local or state regulatory agencies. Even where
certain products may be legally produced from home (per cottage food laws), many products still require
a licensed facility, and in addition, most home kitchens cannot accommodate commercial-grade
equipment and are not appropriate for running a business enterprise.

Currently Maryland does not have any true kitchen incubators, though efforts are currently underway in
Baltimore and Montgomery County to build kitchen incubators. There is a kitchen for rent in Bethesda
operated by A Grand Event Party Rentals. In addition, there are a handful of restaurants and bakeries
around Maryland that allow food entrepreneurs to rent their space during the hours when they are
closed.

The above-mentioned effort in Baltimore City is part of the Baltimore Food Hub, spearheaded by
American Communities Trust and HEBCAC and scheduled to break ground in early 2015 with substantial
funding from the state of Maryland. The effort in Montgomery County is in its early stages, and the
county hired a consulting team out of Washington D.C. including Union Kitchen and Street Sense to help
the county plan the project. Currently the closest large-scale kitchen incubators to Howard County are
Union Kitchen in Washington D.C., the Food Business Incubator at Delaware State University, and the
Dorrance H. Hamilton Center for Culinary Enterprises in Philadelphia.

How Howard County Can Be a Leader

Maryland lacks both food hubs and kitchen incubators—surprising for such an agricultural state. Howard
County is well positioned to take a leadership role in filling this gap based on its proximity to agricultural
areas, its transportation network, and also due to the location of the Maryland Food Center Authority
within its borders. It is likely that Maryland can support several kitchen incubators, and Howard County
could take a leadership role by supporting the development of a shared-use commercial kitchen facility.
In addition, the fact that several regional food distributors are selling in Maryland indicates that there
could be potential for at least one of these distributors to locate in Maryland. Howard County could take
a proactive role by utilizing public resources to incentivize a regional food distributor to locate in the
county, or by incentivizing an existing broadline distributor (such as the ones at MFCA) to create a sub-
business that distributes only source-identified regional product.

Health and Wellness

There is the potential for Howard County to play a role in encouraging existing and new businesses to
incorporate workplace wellness initiatives. Namely, businesses could market the Roving Radish (Howard
County’s mobile market program) to employees and the mobile market could park by the business each
week. The County could also encourage businesses to participate in a workplace CSA program—where
employees who sign up receive a box of produce and other farm products each week. ACT staff contacted
the 10 largest employers in Howard County to explore interest in participating in these types of
initiatives.
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As of the date of this publication two firms expressed interest. Below is contact information:
e Verizon: Melanie Ortel, Associate Director of Public Relations, 410-794-6055,
Melanie.Ortel @ VerizonWireless.com
* Enterprise Community Partners: Eric Laverick, Manager for Talent Acquisition,
elaverick@enterprisecommunity.com

Recommendations/Next Steps

A food hub in Howard County would be an asset not just to the county, but also to the state of Maryland.
If Howard County wishes to move forward, the following is a proposed approach and structure to develop
and operate a food hub facility. Based on input from the Howard County stakeholder team, the two main
components of the Howard County Food Hub modeled here will be a kitchen incubator and an
aggregator/distributor of regionally sourced food. These components fulfill the related goals of
supporting regional farmers, building the regional food economy, stimulating local economic
development, and creating jobs for Howard County and Maryland.

Operations and Structure

The structure outlined here is designed to respond to the needs of the County, and to be attainable
without the County taking on significant operating commitments. The role envisioned for the County is
to assist in obtaining site control, setting up the operating structure, and utilizing financial support and
incentives to help the project become operationally successful.

Program
The building as currently planned would be approximately 45,000 square-feet in size with the following
components:
* Food Aggregator/Distributor (26,000 sf): storage and logistics facility with refrigerated,
freezer and dry storage for aggregating and distributing regionally-sourced food products.
¢ Kitchen Incubator (11,000 sf): Shared-use commercial kitchens with commercial cooking and
baking equipment.
* Turnkey kitchens (3,000 sf): Commercial kitchens leased to single users, designed as a step up
from the shared incubator.
e Classroom and office space (5,000 sf): Shared training facilities, affordable office space, and
conference rooms for businesses in the local food sector.

Based on this overall program, a preliminary detailed program is shown below:
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Howard County Food Hub - Preliminary Building Program

Kitchen Incubator Units Units SF Total SF
Kitchens 4 500 2,000
Prep Stations 5 300 1,500
Dry Storage 1 5,000 5,000
Cold Storage 2 500 1,000
Freezer Storage 2 500 1,000
Office/Lobby 1 500 500
Total 11,000
Food Aggregator/Distributor Units Units SF Total SF
Loading Docks/Staging Area 4 500 2,000
Dry Storage 1 20,000 20,000
Cold Storage 1 2,500 2,500
Freezer Storage 2 500 1,000
Office 1 500 500
Total 26,000
Office Space Units Units SF Total SF
Office/Classroom Space 5 1,000 5,000
Total 5,000
Turnkey Kitchens Units Units SF Total SF
Kitchens 4 400 1,600
Dry Storage 4 200 800
Cold Storage 4 150 600
Total 3,000
BUILDING TOTAL 45,000 SF

Regional Food Hub Study
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Operating Model

The proposed operating model is one where the County acquires or leases a building, and either creates a
new nonprofit entity or identifies an appropriate existing nonprofit entity, to manage the real estate and
maintain subleases. The County could provide pass-through or direct subsidy to make sure the project is

well capitalized.

The County has identified Maryland Center for Entrepreneurship (MCE) as the potential operator of the
kitchen incubator. MCE could be a successful operator of this set of facilities and is a good candidate for
providing the business assistance and access to financing that should necessarily be part of a kitchen
incubator. All of the components of the program could be leased to MCE, except for the
aggregation/distribution facility.

As for the food distributor, the best operator would be an existing logistics company that either has a
regional food distribution business, or that is interested in developing a regional food distribution
business. In other words, either an existing company like Common Market, Lancaster Farm Fresh, Relay
Foods, or Tuscarora; or a distributor like the companies at Jessup, who could be incentivized by the
County to create a separate arm of their business that would distribute regionally sourced food with
source identification (i.e., which farm it came from and the growing practices of that farm).

This idea seems plausible based on several factors: a) the significant increase in food hubs in the U.S., b)
the fact that four distributors of regional foods are currently serving Maryland but none is located in
Maryland, c) the density of traditional distributors in Howard County competing for market share, and d)
the fact that the County’s role in this project could allow for significant business incentives that would
not be available otherwise.

The diagram below shows the proposed operating structure:
Howard
County
Nonprofit Entity

Lease

;Operatorl Operator 2

Kitchen incubator Aggregator/distributor
| Classroom

Office
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Financial Model

Two financial scenarios are modeled here: one where the County purchases a building and one where the
County leases a building. Order-of-magnitude development budgets are shown in the table below. At this
point these numbers are very general and meant simply to help the County gain an understanding of the
cost range associated with the two options.

On the upfront capital investment, leasing a building is less expensive. In either scenario the building is
going to likely require significant design, development, and equipment due to the specialized uses that
comprise the scope. It is possible that a building could be identified with either refrigerated storage or
kitchen facilities already installed that could cut down on costs; however, it is practically impossible to
find a building that is move-in-ready for this combination of proposed uses.

Howard County Food Hub - Preliminary Development Budget

Scenario 1 - Ownership Scenario 2 - Lease
Per SF Per SF

Acquisition $2,000,000 $44.44 $- $-
Soft Costs
Architecture & Engineering $393,516 $8.74 $284,748 $6.33
Marketing/PR 35,000 0.78 35,000 0.78
Legal/Acct 60,000 1.33 50,000 1.11
Financing & Settlement 300,000 6.67 180,000 4.00
Contingency 5% 39,426 0.88 27,487 0.61
Total Soft Costs $827,941 $18.40 $577,235 $12.83
Hard Costs
General Conditions $450,000 $10.00 $450,000 $10.00
Site Work 225,000 5.00 - -
Base Building Shell & Core 4,500,000 100.00 2,925,000 65.00
Parking 120,000 2.67 - -
Cold/Freezer Storage 366,000 8.13 366,000 8.13
Commercial Kitchens 800,000 17.78 800,000 17.78
FF&E 500,000 11.11 500,000 11.11
Permits & Fees 3% 193,830 4.31 136,230 3.03
Contingencies 10% 715,483 15.90 517,723 11.50
Total Hard Costs $7,870,313 $174.90 $5,694,953 $126.55
Developer Fees 6% $472,219 $10.49 $341,697 $7.59
Operating Reserve $- $- $- $-
Total Project Cost $11,170,473 $248.23 $6,613,885 $146.98
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The table below shows a potential Sources/Uses budget based on the development budget above. The
sources proposed here are 1) an equity investment from the County (this could also come in the form of a
bond or guaranteed loan), 2) third-party grants (Federal, State, or foundation), and 3) debt, based on
calculations of what the project may conservatively support. No operating reserve was built into the
capital budget. However, while it will make the initial capital investment more costly it may be beneficial
to include a one- or two-year operating runway in the upfront capital campaign.

Howard County Food Hub - Preliminary Sources/Uses

Scenario 1 Scenario 2
Sources of Funds Ownership Lease
Equity $5,000,000 $5,000,000
Grants $3,000,000 $1,000,000
Debt $3,170,473 $613,885
Other - -
TOTAL $11,170,473 $6,613,885
Uses of Funds
Acquisition $2,000,000 -
Soft Costs $827,941 $577,235
Hard Costs $7,870,313 $5,694,953
Developer Fees $472,219 $341,697
Operating Reserve - -
TOTAL $11,170,473 $6,613,885

The operating budget shown below models the ownership and lease scenarios with a three-year outlook.
This budget shows the need for $50,000 per year in operating subsidy in years one and two, with financial
sustainability (i.e., without operating subsidy) in year three. This fact reflects the desire to see a project
where the County injects capital support and limited operating support, but where there is not the need
for long-term operating subsidy.

Even though the kitchen incubator will be operated by a third party (such as MCE), the County and its
consultants will surely be involved in setting up the operation. The same is not true for the food
distributor—which will be operated by an experienced business entity. For this reason, the budget below
includes more detailed operating numbers for the kitchen incubator component, for the purpose of
understanding the business model of the kitchen incubator as part of the overall budget structure.
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Howard County Food Hub - Preliminary Operating Budget

Scenario 1 - Ownership

Scenario 2 - Lease

Revenue Year 1 Year 2 Year 3 Year 1 Year 2 Year 3
Operating Subsidy $50,000 $50,000 $- $50,000 $50,000 $-
Kitchen Incubator 155,040 186,048 223,258 155,040 186,048 223,258

Kitchens 47,520 57,024 68,429 47,520 57,024 68,429
Prep Stations 47,520 57,024 68,429 47,520 57,024 68,429
Dry Storage 24,000 28,800 34,560 24,000 28,800 34,560
Cold Storage 18,000 21,600 25,920 18,000 21,600 25,920
Freezer Storage 18,000 21,600 25,920 18,000 21,600 25,920
Food Distributor 250,040 253,641 261,250 250,040 253,641 261,250
Lease 5.00 $/SF 130,000 130,000 133,900 130,000 130,000 133,900
CAM 4.62 $/SF 120,040 123,641 127,350 120,040 123,641 127,350
Office Space 98,085 98,777 101,740 98,085 98,777 101,740
Lease 15.00 $/SF 75,000 75,000 77,250 75,000 75,000 77,250
CAM 4.62 $/SF 23,085 23,777 24,490 23,085 23,777 24,490
Turnkey Kitchens 118,851 119,266 122,844 118,851 119,266 122,844
Lease 35.00 $/SF 105,000 105,000 108,150 105,000 105,000 108,150
CAM 4.62 $/SF 13,851 14,266 14,694 13,851 14,266 14,694

Total Revenue 672,015 707,732 709,092 672,015 707,732 709,092

Operating Expenses
Kitchen Incubator $255,658 $267,790 $280,727 $255,658 $267,790 $280,727

Staff 155,250 158,355 161,522 155,250 158,355 161,522
Utilities 15,400 18,850 22,620 15,400 18,850 22,620
Kitchen Assistants 19,008 23,266 27,919 19,008 23,266 27,919
Maintenance 12,000 12,240 12,485 12,000 12,240 12,485
Supplies 18,000 18,360 18,727 18,000 18,360 18,727
Trash Removal 18,000 18,360 18,727 18,000 18,360 18,727
Insurance 8,000 8,160 8,323 8,000 8,160 8,323
Fees/Misc. 10,000 10,200 10,404 10,000 10,200 10,404
Common Area Expenses 136,500 139,230 142,015 - - -
Insurance 26,000 26,520 27,050 - - -
Maintenance 91,000 92,820 94,676 - - -
Fees/Misc. 19,500 19,890 20,288 - - -

Total Operating Expenses 392,158 407,020 422,742 255,658 267,790 280,727

Leasing Expenses
Building Lease 4.50 $/SF - - - 202,500 206,550 210,681
CAM Charges 3.50 $/SF - - - 157,500 160,650 163,863

Total Leasing Expenses $- $- $- $360,000 $367,200 $374,544

Financing Expenses
Debt Service $228,103 $228,103 $228,103 $44,167 $44,167 $44,167

Total Financing Fees $228,103 $228,103 $228,103 $44,167 $44,167 $44,167

Net Revenue 51,754 72,609 58,248 12,190 28,575 9,655

DSCR 1.23 1.32 1.26 1.28 1.65 1.22
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In both scenarios this project nets positive with a debt service coverage ratio (DSCR) that falls within the
range required for standard underwriting. While the ownership scenario is more costly upfront, on the
operating side we see the net revenue benefit of ownership over leasing.

Economic and Social Impact

The project will have both economic and social impacts on the County and larger region. Preliminary
estimates show that the project may create between 60-110 construction jobs, and may potentially create
between 72-129 full-time-equivalent (FTE) permanent jobs. The kitchen incubator has the potential to
create or accelerate 10-20 businesses per year, representing between $1.5MM and $5MM per year in sales
volume. The aggregator/distributor has the potential to create a market for at least $1MM-$3MM in
additional sales for regionally-source product.

The economic impact on the restaurant and retain sector is hard to quantify, but it is clear that this
project will make it substantially easier and more cost effective for restaurants and retailers to purchase
regionally-sourced product. The social impacts are also hard to quantify, but will likely result in a greater
appreciation and consumption of regionally sourced and locally prepared food. This project could have
public-health benefits, but those benefits will not be achieved automatically; rather the product coming
from this project will need to be distributed via targeted avenues such as the Roving Radish, a healthy
corner store initiative, or an education campaign.

Business Risks and Mitigation Strategies
There are inherent risks in any nontraditional business venture, but there are strategies to mitigate
them. Below are some of the major issues to be aware of:

Construction Diligence

It is prudent to identify construction cost-swing issues and seek to control them as best as possible. This
can be done by undertaking adequate investigative work and diligence on the building prior to
construction by working with an experienced project management firm with a good
architect/engineering team, and investing properly in upfront testing and diligence.

Debt Reduction

Projects with a social mission typically perform best when their cash flow can be cycled back into
operations, rather than having to service debt. Debt was included in the proposed capital stack on this
project; however, if additional grants can be raised to take out that debt, it would greatly enhance the
cushion on the operating pro forma.

Operational Cost Swings

It is important to identify operational cost swing issues up front and seek to control them. On the
revenue side, the largest cost swing on this project comes from the operating revenue of the kitchen
incubator; it is the least predictable part of the project and the one with the largest risk. Other issues
include the risk of nonpayment on rent, and availability of operating subsidy. On the expense side, the
major cost swings are utilities and building repairs.

The way to help control the revenue issues are for the County to play an active role in helping the
tenants get business contracts and market venues to sell their product. Utility costs can be aided by
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investing in high-efficiency equipment and by creating an operating reserve. Building repairs should be
limited in the early years but could be mitigated by building a capital reserve.

Aggregator/Distributor-Specific Issues

Looking more closely at the aggregator/distributor, assuming the County can entice an existing business
to locate in Howard County, the risk has to do with that business’ ability to meet or exceed its revenue
projections. The County can protect its interest by doing diligence on the existing business’ financials,
and by reviewing any new contracts or purchase agreements. In addition the County can be proactive by
helping the business to obtain new local purchase agreements so it can build its local market share.

Kitchen Incubator-Specific Issues

The kitchen incubator is the most complex piece of the program because it generates revenue from a
number of entrepreneurs paying fees for membership and space/storage rental. The revenue model works
on volume, and suffers when an entrepreneur leaves or goes out of business. It is difficult to pass through
operating expenses to entrepreneurs, so typically entrepreneurs pay a fixed membership cost (monthly,
hourly, etc.) and the facility operator has to eat any overrun if utilities or other expenses are higher than
budgeted. For this reason it is important to budget conservatively and to invest in the member
businesses to make sure that they are successful. The County and the operator will need to be proactive
here in helping entrepreneurs gain business assistance, financing, and market opportunities. This
strategy will help ensure strong and stable revenue from the incubator. It is important to work on
building a base of eligible entrepreneurs in advance of opening the incubator.

Financing Options

The proposed sources of development financing for this project include County equity, grants, and debt.
As expressed above, the more grants in the capital stack, the better the operating pro forma looks, and
therefore the less risky the project operations will be.

Grant Opportunities
There are a number of federal, state, and foundation grant opportunities that could be a good match for
this project.

Federal

¢ U.S. Economic Development Administration, Economic Development Assistance program:
Funds are available annually based on region, in the form of grants with an equal match.
Potential funding is available up to $1M-2M. Funds are competitive, based on number of jobs
created, and can only fund construction and permanent fixtures.

¢ U.S. Department of Health and Human Services, Community Economic Development
Program (CED): CED supports community development corporations through capital grants,
operating grants, and loans up to $800,000 over three years. A portion of the budget for this
program comes from the Healthy Food Financing Initiative (HFFI) and the program regularly
finances food-system projects.

¢ U.S. Department of Agriculture, Community Food Projects Competitive Grants Program
(CFPCGP): Funds available annually to “(A) meet the food needs of low-income people; (B)
increase the self-reliance of communities in providing for their own food needs; and (C) promote
comprehensive responses to local food, farm, and nutrition issues.” Funding is competitive, and
limited funds are available for capital projects.
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State of Maryland
e Capital Budget: Individual projects are annually included in the Governor’s Capital Budget with
either single-year or multi-year allocations.

* Bond Bill: Bond authorization bills are filed by members of the General Assembly to support
specific local or non-State-owned capital projects. These projects include, but are not limited to,
health facilities, historic preservation projects, museums, and sports and recreational facilities.
Bond bills not submitted as part of the Governor’s Capital Budget.

* Neighborhood Business Works: Grants and loans up to $500,000 to small businesses and
nonprofit organizations whose activities contribute to a broader revitalization effort. Local
governments are not eligible.

e Community Legacy: Grants to provide local governments and community development
organizations with funding for essential projects aimed at strengthening communities through
activities such as business retention and attraction, encouraging homeownership and
commercial revitalization. Grants up to $350,000.

Foundation
Several national foundations are known for supporting large capital projects and food system projects.
The best matches for this project are likely the following foundations.

* Harry and Jeanette Weinberg Foundation: Foundation grants are allocated through six
program areas: older adults, workforce development, basic human needs and health, disabilities,
education, and general community support. Capital grants range from $250k to $2MM in the
workforce development focus area. Notably, Weinberg Foundation supported the Center for
Culinary Enterprises in Philadelphia. Within Howard County, $120,000 of capital funding was
awarded to Chase Brexton to build a dental center for underserved/low income families in
Columbia, MD.

* Kresge Foundation: Grants are allocated for community development. Capital grants range
from $200,000 to $400,000. Funding of note, in Grand Rapids, MI $250,000 was committed for
the construction of the three-story LEED Silver-certified Grand Rapids Downtown Market, a
year-round, indoor public market with combined facilities for food production and retail sales,
food and health education, an outdoor seasonal farmers and crafts market and a hands-on
cooking lab for kids.

* Robert Wood Johnson Foundation: Projects in the Healthy Communities category are funded
typically between $100,000 and $300,000. A number of funded projects focused on the food
economy and getting healthy food into local school districts, hospital systems, and other
institutions.

*  Surdna Foundation: Funding would likely be applied for under the Sustainable Environments—
Regional Food supply category. Grants for Sustainable Environments are typically funded
between $100,000 and $250,000. One grant was given in the last reporting year (2013) for
Regional Food Supply at $75,000 as a technical assistance grant for local food procurement in the
school system.

*  W.K. Kellogg Foundation: Grants typically range from $200,000-$350,000 and usually fund
some form of food system programing or infrastructure. However, there was one grant made to
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Michigan State University for 3.8M to expand regional, healthy food on a state level. A $1.1M
grant was made to Common Market to build food hub infrastructure.

Loan Providers
This project appears able to support some debt, but it is always better to work with a low-interest lender
rather than a commercial bank. Some options of nontraditional lenders include:

* The Reinvestment Fund: Philadelphia-based TRF also has an office in Baltimore and a
presence in Maryland. TRF is a community development financial institution that has a
particular focus and strong track record financing food-system projects. TRF has the following
products for food projects: acquisition loans predevelopment loans construction loans for new
construction, expansion, or improvement leasehold improvement loans, medium-term
permanent facility loans, equipment loans and equipment leasing, bridge loans against grants
and government contracts, and grants for eligible projects in limited geographic areas.

¢ Enterprise Community Partners: Enterprise is a national community development financial
institution based in Howard County in Columbia. Enterprise has a number of products for
community development finance including predevelopment, acquisition, mini perm,
construction/bridge, and permanent financing.

* RSF Social Finance: RSF is a social-enterprise lender based in California with a focus on food

businesses. RSF offers mortgage loans, construction loans, equipment loans, and working capital
lines of credit.

Equity
This project anticipates a significant equity investment on the part of the County. This investment could
also take the form of a bond or guaranteed loan.

Tax Credits

Tax credit financing is a powerful tool available by federal and state governments to connect equity
investors with projects that have a public benefit. There are several types of tax credit financing that may
be available. If the building is listed on the National Register of Historic Places or is within a National
Register Historic District, it is automatically eligible for Federal Historic Preservation Tax Credits. If
the project falls within a qualifying low-income Census tract it may qualify for New Markets Tax
Credits. New Markets Tax Credits are not automatically triggered like federal historic credits, and need
to be reserved through a community development entity (CDE), which has an active allocation of credits.
For historic buildings in Maryland, Maryland Historical Trust administers the Sustainable Communities
Tax Credit program, for up to $3MM per project.

Additional Diligence

In order to ensure the success of this project, two additional pieces of diligence are advised. The first is a
potential user survey for the kitchen incubator. The County has launched this survey, based on a
template provided by ACT. This survey template has been successfully deployed in Philadelphia,
Cincinnati, and Baltimore and asks a series of questions relating to potential kitchen incubator users’
businesses, products, kitchen equipment requirements, hours of use, preference on rates, needs for
business assistance services, and a number of other items. In total the Howard County survey has 42
questions. To-date 33 respondents have completed the survey. Based on past experience, 30 responses
are considered the baseline accurate sample size.
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Relating to the food aggregator/distributor, it is advised that the County or its consultants meet with
representatives from existing regional food distributors and also with some traditional distributors and
discuss the business concept. The purpose of these meetings will be to discern whether there is any
interest in the idea of locating into a new facility developed by the County and including County
incentives for the operating business. In addition the meetings will collect information on what those
incentives need to look like in order for a company to commit to a lease. These meetings will be
important to confirming the viability of the concept as proposed here.

Conclusion

Maryland currently lacks a regional food distributor or a kitchen incubator, but that fact may not be true
for long. Several efforts are underway to build critical food system infrastructure in Maryland. However,
these projects in Baltimore City and Easton cannot exist in isolation. They will start to form a network of
facilities that would be significantly enhanced with a food hub in Howard County. The County is well
situated to build this food hub project and has the infrastructure to support it. This report lays out a
recommended approach for moving forward. It is an ambitious project but an important one that will
have significant impacts on Howard County and the state of Maryland, and could serve as a national
model for how a County’s investment can be the catalyst for sector-wide economic impacts within a
regional food system.
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